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“Accounting for Human Assets,” Roger H. Her­
manson, Occasional Paper No. 14, Bureau 
of Business and Economic Research of the 
Graduate School of Business Administration, 
Michigan State University.
The theme of this monograph is that balance 
sheets should include what the author calls 
“Operational Assets” as well as owned assets. 
Operational assets are defined to consist of all 
scarce resources operating in the business that 
are not owned. The view is expressed that the 
operational asset most frequently excluded 
from financial statements is the human re­
source. The expected benefits from including 
operational assets are said to be increased com­
parability and completeness of financial state­
ments, leading to a more efficient allocation of 
funds in the economy, a rejuvenation of the 
position statements, a closer tie-in between fi­
nancial statements, and an aid to the analysis 
of firms for internal purposes. The monograph 
has been written from the point of view of the 
absentee investor.
The author discusses two methods which 
could be used for valuing operational assets. 
The first he calls the Unpurchased Goodwill 
Method and the second is referred to as the 
Adjusted Present Value Method. In the un­
purchased goodwill method a rate of net in­
come on average owned assets in the economy 
is determined. In each firm the amount by 
which actual net income exceeds the normal 
income is capitalized at the predetermined rate 
as operational assets. The author recommends 
journal entries debiting operational assets and 
crediting an equity increase for those compan­
ies having actual income above normal. For 
companies having less than normal income the 
entry would be a debit to an equity decrease 
account and a credit to operational negative as­
sets.
The adjusted present value method uses a 
weighted average of the last five years’ per­
formances and then uses the weighted average 
to modify the present value of the expected 
wage payments over the next five years.
The remainder of the monograph discusses 
the presentation of data in the balance sheets 
and the benefits from the proposal and the 
economic implications of it. The idea is stressed 
that accountants should report economic in­
come rather than the presently reported ac­
counting income. Reporting economic income 
would involve reporting unrealized changes in 
the value of both tangible and intangible as­
sets. Market values would be used instead of 
historical costs.
The author admits that the monograph sug­
gests a fairly substantial change in accounting 
practice and that the ideas expressed are too 
impractical to be applied at this time. In order 
to prepare statements in accordance with the 
suggestions made here, it would be necessary 
for a company to have a figure, representing the 
average income of all companies which it can 
use for purposes of comparison. Such informa­
tion for previous years is now available, for 
example, in the Dun and Bradstreet ratios, and 
a computer system such as the author suggests 
could make the information even more current.
The ideas presented in the monograph are 
somewhat unusual, but the only way that prog­
ress can be made is for new ideas to be pre­
sented and tried out. Only time can tell 
whether the ideas contained here will be 
adopted in the future.
M.E.B.
“Data Systems That Cross Company Bounda­
ries,” Felix Kaufman, Harvard Business Re­
view, January-February 1966, Volume 44, 
Number 1.
The arrival of the second decade of the 
computer without a significant number of suc­
cessful intracompany total system integrations 
may be due to a fault in the total systems con­
cept, according to Mr. Felix Kaufman. The 
author sees each company system as only a 
part of a larger total system and proposes that 
company boundaries may not be the most sig­
nificant system boundaries. He sees computer 
communication and computer time-sharing as 
the keys to the development of broader inter­
company information systems and notes that 
such an innovation would have a great influ­
ence on the way in which business is con­
ducted.
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The author envisions the adoption of a cen­
tral, time-sharing system by several airlines, in 
order to provide a more efficient service for 
interline reservations. He believes that retailers 
and manufacturers would benefit from a direct, 
real time computer communication of retail 
sales information from the sales floor to the 
manufacturer’s plant, assuring the timely pro­
duction and shipment of replenishment stocks. 
He submits that small business will be forced 
to adopt intercompany computer communica­
tion under a time-sharing plan, in order to 
compete with vertically integrated companies 
which have developed sophisticated informa­
tion systems. The ultimate refinement of inter­
company systems would include a paperless 
clearing house for the processing of account 
claims and accepted claims without the move­
ment of documents. The use of checks would 
be largely eliminated by the use of machine 
language recordings in the central system. Le­
gal evidence of transactions could be provided 
by a simultaneous recording on a nonerasable 
medium, such as film.
The author views the development of the 
broader system as an important step in the 
elimination of redundancy in the recording of 
transactions. He suggests also that the recog­
nition of the advantages of larger data process­
ing systems will initiate a trend toward the 
creation of larger legal entities, resulting in 
additional motivation for mergers.
V.R.H.
“Accounting vs. Federal Regulation—Is There 
an Emerging Discipline?” A. T. Samuelson, 
CPA, National Association of Accountants 
Management Accounting, October 1965, Vol­
ume XLVII, Number 2.
This article discusses the impact on account­
ing principles of the various Federal regulatory 
authorities. The article also proposes the need 
for greater uniformity in accounting and agree­
ment on accounting principles. It raises the 
question as to whether the accounting profes­
sion can conduct the theoretical research for 
development of accounting principles that 
should be followed, and then abide by its de­
terminations. Mr. Samuelson asks whether the 
Federal regulatory agencies may not in the 
future be more influential than they are at 
present in determining acceptable accounting 
practices.
The article points out that some actions 
by regulatory agencies with respect to ac­
counting have a rather limited or transitory 
effect, but many actions have a long-run effect 
on principles and are profoundly shaping the 
development of current accounting practices. 
Among other activities, the Federal regulatory 
agencies have the authority to prescribe ac­
counting systems, reporting forms, and related 
regulations for use by the companies under 
their jurisdiction. In addition, the Securities 
and Exchange Commission has the authority 
to take over the prescribing of accounting prin­
ciples for general acceptance, but so far the 
Commission has felt that such a development 
would not be desirable.
In discussing the pursuit of “generally ac­
cepted accounting principles,” the author 
points out that during the last century the 
American economy has experienced a transfor­
mation at a rapidly accelerating pace. because 
of this transformation, there is no alternative to 
some governmental participation in influenc­
ing the direction of accepted standards of con­
duct and in bringing into line the deviators 
from such conduct. Mr. Samuelson believes 
that the accounting profession has seemed slow 
to recognize the impact of governmental par­
ticipation and to provide a climate for narrow­
ing the differences on accounting principles.
The application of the principles enunciated 
by the American Institute of Certified Public 
Accountants has rested upon their general ac­
ceptability, rather than upon requirements as to 
courses of action by the members of the Insti­
tute. Educators occupy a position of indepen­
dence and can conduct theoretical research 
suitable for use in determining and promoting 
acceptable accounting practices, but they pos­
sess no effective means of insisting that their 
findings be followed by the accounting profes­
sion and the regulatory agencies.
Mr. Samuelson concludes that accounting 
reforms can be achieved only under an authori­
tative leadership which is capable of enforcing 
its conclusions as to what should be generally 
accepted accounting principles. He also feels 
that the practicing accountants appear to be 
unwilling, and the educators to be unable, to 
enforce a solution that permits alternatives only 
when alternatives are justified by special cir­
cumstances. He leaves the reader to decide, 
considering the vigor and potency of regulatory 
agencies on the ascendancy, how an account­
ing discipline may emerge in the years ahead.
This is a well-written and thought-provoking 
article and the subject is one which concerns 
not only all accountants, but the entire business 
community as well.
M.E.B.
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